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Abstract 
Remarkable changes in international relations are occurring before our eyes, transforming the situation from old 
forms, which were based on wars to new ones, based on softer approaches. In this scenario financial aspects play an 
important role. A general shift to forms of democratic governance was experienced in many countries, which may 
also bring to an increase of household deficits and debt formation, like observed in the case of states, which transited 
from communism to capitalism. The participation to an economic grouping, like the EUROZONE, compels the 
member states to keep under control such economic variables. Problems show up if the economic performances of the 
member states diverge strongly. It is to highlight also, that the variables used to describe economic and fiscal 
phenomena are not measures like exact science would request, but rather less precise tags, depending heavily also on 
decisions of the given state politicians, which can change them to their advantage in the perspective of being elected. 
A comparison between states is carried out and it is shown, that sometimes, if the politicians in power are not able to 
keep such variables under control, the managing teams must be changed and sometimes even democratic rule 
altogether has to be discontinued, in order to save difficult situations.  
 2013 Published by Elsevier Ltd. Selection and/or peer-review under responsibility of the 9th
International Strategic Management Conference 
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1. Introduction 
The Authors believe that a basic change in international relations is happening before our eyes, due to the 
fact that there is little space for territorial expansion, like  not 
extendable dimensions. The consequences to this situation in the realms of policy and economics are not 
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perfectly clear yet, as they are still materializing before our eyes. The explanatory models therefore tend 
to mix hypotheses and facts. The situation needs to devise methodologies in order to tackle with 
observations. The present article tries to help to advance in this direction, leaning mostly on economic 
aspects, as economy is considered fundamental to social and political behaving of nations, their 
expansions, splits, aggregations and also, at the end, disappearance.  
The advancement of democracy is considered as the basic phenomenon pervading modern life of nations. 
It looks as something unavoidable, appearing on the scene almost everywhere in the world, after the 
demise of past governance models. Democracy namely offers legitimacy to the elected persons, showing 
also weaknesses, the most obvious being its proclivity to demagogy, i.e., the contenders for office making 
promises, which after election, they often demise. The consequences of this fact are shown in examples 
from the economic realm. Often, in order to tackle the situation, governments must be changed, like it 
happened recently in many European countries. In particular cases, democracy had to be suspended 
altogether, in order to carry out measures of expenditure reduction and tax increase.  
The explanation of these phenomena is not straightforward, as the need of fiscal intervention is based on 
two different models of thought:  
(1) the Keynesian idea leans preferentially on spending. By boosting public expenditure a given 
state would increment also economic activity, earning that way also more taxes. That idea is to some 
extent codified also in the Maastricht rules, fundamental for the EUROZONE membership, permitting to 
single member states a deficit spending to the limit of 3 percent. One of the attributes of sovereignty of a 
given country is the availability of its own currency, minted at government discretional amount. If 
expanding the monetary mass, in relation to the quantity of goods present on the market, inflation tends to 
rise. More inflation, but also more activity on the field with more taxes collected, thus contributing to the 
positive side of the fiscal balance.  
(2) The opposite model is more institutional, having the backing of the IMF, the so-called 
Washington Consensus and within the EU, of the German Government. It leans preferentially on reducing 
expenses, thus intervening on the fiscal balance by reducing the cost side of it.   
There is no unanimity about these two theories, some economists prefer the one, others the other, but until 
now it was not clearly demonstrated which one is better fit to solve the problems on the field. But they 
can also be applied altogether: if the given state can bloat revenues and at the same time curb costs, the 
positive results might come sooner and more surely.  
There are international rating agencies, trying to give votes to the single states in order to measure their 
fiscal health. The consequence appears in the yields to be paid for the sale of their bonds on the market, 
thus showing the bond risk: higher yields have to be paid by riskier states.  
But there are many other aspects, which have to be taken into consideration and it is almost impossible to 
concentrate them all in one figure, like rating agencies propose, which is a problem of methodology. The 
following aspect appears as pretty characteristic: in a given state, there are many institutions like 
companies, banks, secondary administrative bodies, which can also accumulate debts during their current 
activity, independently of the state. If they cannot repay them at deadline, they should be pushed in the 
default procedures. But such an outcome may create problems to the given state for social, political, or 
other reasons, and the government could decide to extend a guarantee on the debts of such institutions, de 
facto transforming them in public debt. It is a political decision, based on the relationship between the 
government and the governed body. Therefore, the public debt of a given country may extend well over 
the statistical data published by agencies and observing scholars. The result: the public debt of a country 
may be the one listed, or another figure, it is never a sure data. In realty it depends on what kind of 
political decisions are taken to its regard.  
The situation is even more complex if there are several different countries to be constrained by one 
common currency, like the ones bound together in the EUROZONE, which relinquished their original 
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currencies in order to adopt the EURO as a common currency. At the beginning the move was a success, 
bringing to the adopters several advantages, particularly:  
(a) a low level of impairment in comparison to their former currencies and 
(b) a reduction of the interest burden to be paid for the public debt,  
(c) together with the free cross border movement, due to the Schengen agreement, it permits also 
easy international market comparisons, reducing prices, by making possible free movement of buyers and 
sellers between countries. But it is achieved only if countries stick to the rules introduced, accepted and 
freely signed in Maastricht. A deep crisis situation, like the one which hit the international scene four 
years ago threw upside down the situation, dipping state revenues and harming the balances of many 
countries. In order to restore health, deep interventions have been needed, working on expenditure cuts 
and tax increases. 
Political consequences showed up in changing governments, like told above, but also the social toll 
became sensible, extending public stress and anger in countries, hit by the austerity measures. 
A particular situation is the one exhibited by the ex-communist countries, as in that kind of economic 
ally. There are several such countries, which 
became members of the European Union (EU) and some even of the EUROZONE (EZ). At the shifting 
from the former system to the free market, they enjoyed the lucky situation of a zero level public debt. At 
the collapse of the communist regimes the countries introduced democratic governance, offering to the 
electoral body promises in order to capture the popular vote, which immediately started to push public 
debt up. Many of these countries are struggling now with the Maastricht rules, trying to limit deficit and 
debt, with consequent economic activity depression. 
For reasons of international comparison a table is presented, containing several economic data for an 
array of countries in order to ease comparisons.   
 
2. Review of Literature 
Literature shows that the kingdoms of the past tried very often to expand on vast territories. One of the 
most typical examples is the story of Alexander the Great, who started as the heir of the relatively small, 
local kingdom of Macedonia, a territory and tribe akin to the ancient Greeks, inherited from his father 
Philip. At first, he conquered the Greek city-states, but then, after winning the battle of Gaugamela, his 
armies swept over a big part of western Asia. His empire broke in pieces after his death, but the so-called 
 
There are several other examples, found in the vast historical literature of the territorial expansion trend, 
which was typical for history until recently: Caesar founded the Roman Empire, expanding it over 
nowadays northern Italy, i.e., Gallia Cisalpina and then over Gallia Transalpina, the present France and 
even into England, Brittania.  
At the end of the middle Ages, the Spanish conquistadores extended their rule over Middle and South 
America and also parts of North America. In a more recent period, the Pilgrim Fathers, starting from 
England, where they quarrelled with the English king for religious reasons, created in North America the 
seed for the foundation of the US, which subsequently extended its rule over North America to the 
Pacific. Napoleon tried to extend his empire over the European continent as far as Russia; Cossacks 
extended Russian rule to the north of Asia, even as far as Alaska.  
This is not a historical treatise, where to list in a brief article all possible examples of expansion, wanting 
presence in the historical panorama of the world.  
There must have been fundamental reasons for the described behaviour of size searching: at the end, we 
believe, it was the economy, as explained in the text.  
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In very recent times it looks like things are changing and the reasons must be again economic: if growth
was due to economic reasons, the different behaviour of nowadays must be a sign that something in the
economic realm of history changed. Numerous books and articles, quoted in the references, show this
kind of new perspective.
The opinions of why this is happening diverge by several thought models, but a unitary and rounded up
But it is not completely convi
earth, it is only assuming new forms: wars and conquests are not so desirable any more, like they have
been in the past, which is also shown by the vast literature quoted in the references. We think that a
general explication cannot abstract from economy, which is one of the fundaments of human acting.
Suppose that a territory disposes of big riches, for instance, oil. Today it is much easier to get it by 
investment and trade, than by sheer conquest, as it would have happened in the past. Conquest creates
costs, which may be larger than advantages, and conquering may become hence less convenient. As a
matter of fact, something radically new is happening before our eyes, which enables to resort to a biblical
Traditional exegetes explained that kind of sentences in a mostly spiritual way. Instead, it is happening
also in the realm of the touchable reality. The position of the bible for the phenomena quoted is always to
consider them not only as mere spiritual concepts, but also as real ones: transcendence and immanence
mingle together: the advancement of history and innovation of facts is obtained by exchange between
their respective realms.
3. Purpose statement.
The purpose of the paper comes out by following the observation that international relations are changing
nowadays in an important way: in the past almost always the purpose to expand countries was a success,
nowadays, things start to be different. The deepest reason is of economical nature. The goal is to show 
this change with examples and also by data. 
4. Methodology
The methodology used will be based on description of facts, as also by the use of simple algorithms and
data elaboration.
5. Main Content of paper and Results
Economics is always at the root of human acting, either singles, or collectives like nations. Acting absorbs
energy, which can be expressed as cost C and it is carried out with the hope that a revenue R could be
realized, as a consequence of the endeavour:
(1).
In order to get the result (1), in the past, nations tried to extend on territories, as revenue R was directly 
proportional to territorial size: from bigger areas more revenue could be extracted, as the most important
economic activities were agriculture, forestry, stock-rising and mining: the bigger the territory, the
wealthier and stronger became the nation and its rulers. Consider to that regard the accomplishments of 
rulers like Alexander the Great (Encyclopaedia Britannica, 2013), Julius Caesar (Caesar, 2005), Cortez
(Prescott, 2010), Napoleon (Fisher, 2013), but also the American revolution (Craig Nelson, 2006), which 
guaranteed to the settlers of America an entire new, untouched continent, with all its riches, or similarly,
the extension of Russia from Eastern Europe through Siberia to the Pacific . 
478   Alessio L. Lokar and Lubica Bajzikova /  Procedia - Social and Behavioral Sciences  99 ( 2013 )  474 – 488 
Nowadays, the situation is changing. There are no e
conqueror bears the risk of having to maintain the population living on the conquered territory, which
may transform the expression (1) in
(2).
In such a situation conquest, at the end, becomes economically not convenient. We see it in political
happenings of the last time: the US invaded Iraq (Bamford, 2005) and Afghanistan (West, 2012), but not 
Libya (Mc Kinney, 2007) and Syria (Chossudovsky, 2012), and about Iran (Pickering, 2008) a lot of 
doubts have been expressed. US and Israel try to challenge it by cyber-war, a less costly way of fighting
than sheer invading, or also by means of economic and financial measures. The desired political
transformations are favoured by indirect, outside interventions, as there is risk that inequality (2) would
materialize, and the cost of intervention would get excessive.
Then there is another aspect, which is step by step emerging in recent history: the existing nations cannot 
extend any more, as there is no space available, but human endeavour never stops its desire of improving.
say, Austria-Hungary, Yugoslavia, Soviet Union, Czechoslovakia, Sudan. There are strong pushes for 
independence in Catalonia, the Basque Countries, Scotland, Belgium, even Wales. If nations cannot
become bigger, people assume that smaller units will better fit to their ethnic and economic circumstances
(Gellner, 1983; Hobsbawm, 1992), getting some advantage by reducing the size of countries.
On the other hand, the units on the field tend also to coalesce together in, so called, regional groupings,
like the EU (Mc Cormick, 2002), the EUROZONE , NAFTA (Rosenberg, 1995),
MERCOSUR (Dominguez, 2004), ASEAN (Severino, 2008) and others.    
A more profound reason for such changes, in respect to the past, is the spreading of democracy:
nowadays, the invader cannot leave the conquered population in a semi-barbaric condition, like Hitler 
wanted to do with the populations of Eastern Europe. After conquest, an uplifting to a better economic
and democratic level may be required, bearing remarkable costs. Democracy moreover, asks nations to
develop by their own means, with not much contribution from outside, otherwise, a relapse in colonial
practices would become suspect.
On the basis of such considerations, deep changes in international relationships and foreign policy 
occurred in the last decades. The situation is still changing before our eyes and a new format is step-by-
step emerging from history, like it is written in the Apocalypse (Vanetti, 1988)
Observing such changes, Fukuyama got to the conclusion that humanity finds herself at the end of history
(Fukuyama, 2006), but the more correct conclusion, might be that it is at the end of history, as understood
traditionally and expressed by classics, see, for instance, (Von Clausewitz, 1986)
something pretty different, emerging step by step before our eyes, but which we are not able to judge for 
sure, as the experience is only recent. Another Author who is important to that regard is Huntington
(Huntington, 2004), who pointed out the importance of culture in order to explain what happens
nowadays in the world, for instance, the time-lag by which also Islamic countries introduce democracy
into their societies.
Some characteristics of this new happening can be listed, in order to try to comprehend better the
phenomenon. The picture is still pretty incomplete, but we can point out to some aspects. The economical
point of view is still present, even if in a different way than in the past. There are still costs and revenues
to be considered, it is only to be seen how they form and emerge.
In order to understand what is happening the deeper mechanisms of democracy must be kept in mind, as
democracy appears to be a phenomenon with global reach. It was born in the Western Christian world,
but we see that even Non-Western countries like the Muslim ones, are now eager to adopt it, as it is a
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more legitimate form of government than former authoritarian rules, which are step-by-step yielding to 
some kind of democratic regime.   
Etymologically, democracy means government of the people, as contrasted to government of single 
rulers, minorities or tyrants.  
The main advantage of democracy is legitimacy of the governing bodies, elected out of the population 
mass, by some selection mechanism. It is, therefore, a system of governance, which is more just than 
autocratic systems, legitimated by the ruled populations, which expressed their opinion in the course of 
the electoral process. But saying that, we must not forget also some flaws of it, like, for instance, its 
bigger complexity to be managed and particularly, the fact that it pushes the ones, who are looking to be 
chosen as rulers to promise measures, which, after election are difficult to maintain. If such an aspect is 
strongly present, the system must be labelled more as demagogy than democracy.  
For instance, a former Italian prime minister, when looking for election, during a past electoral round, 
promised to the voters the cancellation of the tax on the first home. That promise was given in a country 
with a Public Debt to GDP ratio of 120 percent. Such a debt means that the Italian population, if 
compelled to repay it immediately, would need to work a whole year and 20% of the next without 
compensation! 
PD% 120  (3). 
Italy was taken into the crossfire of requirements from the countries of the EUROZONE, in order to 
improve its fiscal situation. As a matter of fact, the Italian PD% data is the third highest in the world, like 
shown in table 1, which exhibits data, in order to carry out comparisons between nations. 
Table 1 is a double entry table, where in the top horizontal line,  
(a) 
groupings of countries, taken into consideration.  
(b) In the next column the Public Debt of a  is shown, expressed in terms of percentage of GDP and 
written symbolically as PD%. This is a pretty meaningful figure of the table, witnessing something more 
expressed in their domestic currencies, but also the means to repay it, i.e., the Gross Domestic Product, 
GDP of a. In order to explain that ratio the example of a family may be carried out, which has to pay 
12.000,- ,- of revenue, or product, in the same year. The 
ratio 12.000/36.000= 0,25, or in percentage: 25%, means that the family has to use 25% of its income to 
pay out its yearly mortgage: Austria, for instance, has to use 72,1% of its yearly income, if she wants to 
repay its public debt in one year and so on for the other countries listed. The fiscal situation of the given 
country becomes thus better understandable and comparable to the other countries.  
(c) The next variable is the size of the Population of a in millions of inhabitants.  
(d) The next column is GDP per Capita in USD, computed simply as ratio between the GDP of a, 
and the size of the population of a, in order to facilitate comparison between countries of different 
population size.   
(e) Another important variable is the real growth rate of GDP, expressed as percent increase or 
decrease from one year to the next, which is showing the economic performance of a from one year to the 
next. The last variable shown in the Table is:  
(i) Inflation in percentage from one year to the next: the average price increase or decrease from 
one year to the next in country a. 
In the first column to the left are indicated the various countries a, b, g, ..., or groups of countries from 1 
to 46. At the cross points between the numbers and names of the countries and each of the variables from 
(a) to (i) is found the combination of the numerical value of the economic variable of the country a, which  
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Table 1.: Public Debt (PD), Fiscal Deficit (FD) to GDP Ratios, GDP (official exchange rate), Population, GDP per capita and GDP real growth 
rate for the EU countries, the EUROZONE and several other Countries in 2O11 
 
(a) 
Number 
of 
Country  
A 
(b) Country A  (c)Public 
Debt as 
percentage 
of GDP 
PD% 
(d) Fiscal or 
Budget 
Surplus or 
Deficit as 
percentage of 
GDP          
FD%  
(e) GDP 
(official 
exchange 
rate) in 
billions of 
USD  
(f) Population in 
millions  
(g) GDP per 
Capita in USD  
(h) GDP 
real 
growth 
rate in %  
(i) 
Inflation 
in % 
from 
one year 
to the 
next   
1 World 64.2 -4.1 70,160.0 7,021,836,029 11,800 3.6 / 
2 Austria 72.1 -3.3 419.2 8,219,743 50,999 3.1 3.5 
3 Belgium 99.7 -4.2 513.4 10,438,353 49,184 1.9 3.5 
4 Bosnia and Herzegovina 44.0 -3.1 17.9 4,622,292 3,888 1.7 3.7 
5 Bulgaria  17.5 -2.1 53.5 7,037,935 7,603 1.7 4.2 
6 China 43.5 -1.1 7,298.0 1,343,239,923 5,433 9.2 5.5 
7 Croatia 43.9 6.0 63.8 4,480,043 14,250 0,0 2.3 
8 Cyprus 66.8 -6.5 24.9 1,138,071 21,923 0.5 3.3 
9 Czech Republic 40.7 -3.7 215.3 10,177,300 21,155 1.7 1.9 
10 Denmark 46.5 -2.8 333.2 5,543,453 60,107 1.1 2.8 
11 Estonia 5.8 -0.7 22.2 1,274,709 17,439 7.6 5.0 
12 Finland 49.0 -0.5 266.6 5,262,930 50,656 2.9 3.3 
13 France 85.5 -5.4 2,766.0 65,630,692 42,145 1.7 2.3 
14 Germany 81.5 -1.0 3,577.0 81,305,856 43,994 3.1 2.5 
15 Greece 165.4 -9.6 303.1 10,767,827 28,149 -6.9 3.3 
16 Hungary 82.6 4.2 140.3 9,958,453 14,089 1.7 3.9 
17 Ireland 107.0 -10.1 217.7 4,722,028 46,103 0.7 2.6 
18 Italy 120.1 -3.9 2,199.0 61,261,254 35,895 0.4 2.9 
19 Japan 208.2 -8.9 5,869.0 127,368,088 46,079 -0.7 -0.3 
20 Korea, North 12.5* -0.4 28.0 24,589,122 1,139 4.0 / 
21 Korea, South 33.3 2.3 1,116.00 48,860,500 22,841 3.6 4.0 
22 Kosovo 5.6 -5.0 6.4 1,836,529 3,513 5.0 8.3 
23 Latvia 44.8 -4.0 28.2 2,191,580 12,890 5.5 4.4 
24 Lithuania 37.7 -4.9 42.7 3,525,761 12,117 5.9 4.1 
25 Luxembourg 20.4 -0.7 58.4 509,074 114,738 1.0 3.4 
26 Macedonia 28.2 -2.5 10.3 2,082,370 4.961 3.0 3.9 
27 Malta 68.0 12.7 10.8 409,836 26,572 2.1 2.7 
28 Montenegro 45.0 -4.4 4.5 657,394 6.900 2.5 3.0 
29 Netherlands 64.4 -4.7 840.4 16,730,632 50,231 1.3 2.3 
30 Poland 56.7 -1.6 513.8 38,415,284 13,375 4.4 4.2 
31 Portugal 103.3 -4.0 238.9 10,781,459 22,158 -1.5 3.7 
32 Qatar 8.9 13.3 173.8 1,951,591 89.056 18.8 1.9 
33 Romania 38.6 -4.1 189.8 21,848,504 8.687 2.5 5.8 
34 Russia 8.7 0.4 1,850.0 138,082,178 13,398 4.3 8.4 
35 Serbia 41.0 -4.4 45.1 7,276,604 6,192 1.8 11.2 
36 Slovakia 43.4 -5.5 96.1 5,483,088 17,525 3.3 3.9 
37 Slovenia 45.5 -4.5 49.6 1,996,617 24,837 -0.2 1.8 
38 Spain 68.2 -8.5 1,494.0 47,042,984 31,758 0.7 3.1 
39 Sweden 36.8 0.1 538.2 9,103,788 59,118 4.0 3.0 
40 Switzerland 52.4 0.5 636.1 7,655,628 83,089 1.9 0.2 
41 Taiwan 34.9 -3.3 466.8 23,113,901 20,196 4.0 1.4 
42 Turkey 42.4 -1.3 778.1 79,749,461 9,757 8.5 6.5 
43 United Kingdom (UK) 79.5 -8.3 2,418.0 63,047,162 38,352 0.7 4.5 
44 United States (US) 69.4 -8.6 15,090.0 313,847,465 48,081 1.7 3.1 
45 European Union (EU) 96.9   17,330.0 503,824,373 34,397 1.6 3.1 
46 Eurozone** (EZ) 86.9   13,115.0 331,963,357 39,507   2.2 
Sources: CIA World Fact-book, https://www.cia.gov/library/publications/the-world-factbook/geos/bu.html; 
**http://en.wikipedia.org/wiki/Eurozone#Comparison_table; * There is no data of public  debt, but only foreign debt; 
http://www.tradingeconomics.com/euro-area/inflation-cpi.  
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consents an estimate of its economic performance and the comparison between different countries. All the 
measures exhibited are thus standardized, making possible the direct comparison between countries.  
(f) The next variable shown is the Fiscal or Budget Surplus or Deficit as percentage of GDP of a: 
FD%, showing the deficit (sign -), or surplus (sign +) in terms of GDP, which the country got in the past 
year. If it was a deficit, the debt of the country increases, if it was a surplus, the debt of the country 
decreases.  
 
(g) Next we have the Gross Domestic Product of a, or GDP, expressed at the official exchange rate, 
expressed in billions of USD, using always the same monetary measure for all countries, in order to be 
nal statistics, these measures are 
expressed in the domestic currencies of the various countries, to get it in USD, the exchange rates 
between the domestic currencies of a, b, etc. to the USD must be used. 
 
6. Comparison among Countries 
The following groups of countries have been chosen for comparison: the countries of ex-Yugoslavia, of 
which only Slovenia is at present member either the EU as also the EUROZONE (EZ). Croatia, another 
country of ex-Yugoslavia, was already accepted to enter into the EU, but is now waiting to accomplish 
the EU, in order to get the final entrance green light, whereas, the other countries of ex-Yugoslavia are in 
different stages of the acceptance procedure.  
For comparison reasons there are also other countries presented in the table, which are not part of the 
listed aggregates: China, Japan, the two Koreas, Qatar, Russia, Switzerland, Taiwan, Turkey, UK and the 
US.  
The data listed in Table 1 make it possible to devise some aspects regarding the international 
environment, discussed in the paragraph 1. In Table 1 are listed also some other ex-communist countries: 
as we can see, observing the third column of Table 1 the PD% data for these countries are to some extent 
lower than that of other countries, which have never been under the communist rule. For instance, the EU 
average is 96,9, the EZ 86,9, the US 69,4, Germany 81,5, not to speak of Italy, 120,1, Greece 165,4, 
Portugal 103,3. In order to calculate PD%comm for the ex communist countries listed in Table 1 the 
following weighted average is used: 
 
PD%comm
PD%i POPii
POPi
40,33            (4) 
 
In the expression (4) the average present debt of the each country is weighted by the size of the 
population. The total average is then obtained by dividing the expression at the numerator by the total 
population of the countries taken into consideration.  
The reason of the result obtained in expression (4) is due to the fact that the economic systems of the 
they, when deciding to enter in the capitalist system, did not have to support the burden of PD%. At that 
time they had a PD%=0. But the ex-communist countries are not the only ones with low PD%. For 
instance, a low value of PD% is observed also for Luxembourg: 20,4, Qatar: 8,9 and others. These 
countries may be considered as virtuous economies, which is also seen from the low FD%: Luxembourg -
0,7, or Qatar, which is presenting even a FD% surplus: +13,3. These countries are, for different reasons, 
482   Alessio L. Lokar and Lubica Bajzikova /  Procedia - Social and Behavioral Sciences  99 ( 2013 )  474 – 488 
able to cover the costs C for managing their economies and the requests of the population by the revenues 
R obtained into their state coffers from their current economic activity.  
A particular situation is the one of Japan. Its PD%=208,2 is the highest in the world and also FD%=-8,9 is 
pretty high. It might be the worst situation in the world.  
But Japan, strangely, is not in a financial crisis, because of these data and it is also considered with 
benevolence by the international rating agencies. There are two reasons for this aspect: firstly Japan has 
its own currency, the Yen, which it can devaluate or not devaluate at will, and secondly, which is more 
important, almost his whole enormous debt, PD%, is dispersed between its own population. It is clear 
why the Japanese government is not preoccupied for the situation: it is in a position of power toward its 
creditors. It is difficult to imagine why and when the own citizens would compel the country to default. 
We can calculate the Japanese debt in absolute USD terms: it is PD 12.219,26  billion USD, which 
is 80,98 % of US GDP, something really huge in absolute terms, bigger than that of US, EZ, or EU, but 
for the lucky reasons exposed, not really dangerous for the country financial situation, at least, for the 
time being. 
 
7. Reasons for the Low Debt of the ex-Communist Countries  
 
The case of the ex-communist countries however is systemic, i.e., a result of the governance system used 
by these countries in the past, when they were managed on the basis of the communist ideological 
framework, which can be explained in short as follows: the original communist thought supposed that the 
state could be managed without the use of any currency. Currency in itself was considered something 
typical of the capitalist system, which in turn was considered as a foe of the communist system. In 
practice, however, applying that idea would have meant to go back to barter economy. The use of barter 
in modern times is, as a matter of fact, impossible. In order to understand that, we may just ask ourselves 
how many lambs is necessary to exchange for one tractor, or, at choice, some other good, like rice, 
boards, bananas, or others.  
As a matter of fact, in very ancient times lambs were considered a kind of currency. The Latin word 
they needed. But this happened some three thousand years ago, in very simple economic circumstances 
and even at that ancient time, it became very soon apparent, that sheer barter was an unpractical exchange 
system, so that people started to resort to metallic coins like gold, silver, bronze and iron. At the end of 
the middle Ages, paper money coming from China reached the Western world.  
Also the communist economies discovered soon, despite their ideology, that it is not possible to run a 
modern economy without printed paper money, which they produced at will, distributing it to the 
population in the form of wages and investments. In communism everybody was eligible for a wage. In 
fact, this aspect was one of the declared winning points and proclaimed advantages of the system.  
In a capitalist system, such a situation is provoking inflation, as the money in excess, in respect to the 
goods offered on the market, is going to push prices up. Communist rulers hoped that this could be 
impeded by prices administering, i.e., fixing the prices by governmental decree. But such a measure never 
worked: if prices were to low, in respect to the demand, the population exhausted the goods available, 
which disappeared from the shelves of the official market and reappeared on the black one at the real 
price le
system, it meant that the price was equitable, or too high for the quality offered, thereafter, in practice, in 
the shops it was freely possible to buy only low quality goods like shoes of the wrong size, dresses of 
ugly colour, or food produced in excess during harvest1. In such an economic system the state did not 
need to borrow money from the citizens to balance its finances, as it simply printed the needed amount. In 
particular cases it only borrowed money from abroad, in order to buy some goods domestically not 
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produced. Such economic systems still exist nowadays in North Korea and partially in Cuba and in some 
other places. We can see from Table 1, that the North Korean state debt reaches the level, of PD%=12,5, 
but it is specified that it is not public debt owed to the own population but Foreign Debt owed to foreign 
countries.  
Therefore, when ex-communist countries decided to abandon this kind of system, at the entering into the 
capitalist one, they enjoyed the lucky position of having a non-existent PD%. But could they maintain it? 
 
8. The developments in the capitalist environment 
The main reason why the ex-communist countries decided to abandon that system was in first place 
political and only secondarily economical: the population desired to leave the dictatorship2 and wanted to 
introduce democracy, the rule of people, based on free elections, like exposed above. In doing that, they 
were compelled also to abandon the previous economic system by introducing freedom, not only to 
politicians, but also to entrepreneurs, and this, as a matter of fact, has proven to be a harder task, taking a 
lot more time and effort to handle. For instance, in Slovenia, only now, more than twenty years after the 
abandonment of the communist system, a lot of companies face typical capitalist conditions, i.e., 
bankruptcy, if the management is not equal to its task.  
It namely proves easier to embrace free elections, than to abandon the state backed enterprise system, 
giving to employees and in general to the population the sense of full employment safety3. But it may also 
be a cultural issue: it looks like in China the situation is reversed: the Chinese adopted pretty easily the 
western economic system, but the political one, i.e., democracy, much less so. 
Still now, in the ex-communist countries, if a company, founded in the communist period, runs into 
trouble, the workers and the public, hit by the situation, invoke for state help.  
But even in the US, the champion of the market system, when GM and Chrysler have run into trouble, the 
President of the US, helped them to recovery with state money, in order to save hundred of thousands of 
jobs, like he proclaimed, which is the usual slogan used in such cases. On that example, we see that the 
root difference between the two systems is not so radical, as partisans of either system claim. But it is true 
that in the US the help was temporary, after few years the companies found solutions to their problems, 
and the money was returned to the giver, whereas in the ex-communist countries like Slovenia, very 
often, state help transforms itself in long term participation to the business activity, a measure without 
much sense from a managerial point of view. What can the state do better, in order to manage a particular 
company, if the management is not able to devise the right and winning strategy? The state may serve 
only as a safety net. Such a situation can work only for some companies, but not for the economy as a 
as, if the state helps somebody, all the others, who are not helped, might retain: why me not, am I maybe 
4 and if such a sentiment diffuses to the bulk of the population, it may start to 
be dangerous for the ruling politicians.   
But some of the ex-communist enterprises survived also in the new environment, and few were even able 
to transform themselves in successful capitalist companies. Others collapsed and disappeared.  
 system, but on individual 
managerial capabilities, if able to strive. If this is not the case, it comes to bankruptcy and closure. In 
Slovenia, only in the last two years, for instance, several big construction companies, founded under the 
communist rule, collapsed. But others might survive, depending on how they have been and are still 
managed.   
As far as the economic aspects of the states was concerned, they were advised to try to stick as long as 
possible to the low PD% indebtedness, i.e., to keep the state expenses close to the level of revenues, but 
democracy took very soon its toll for many of them: the politicians competing for government positions, 
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trying to win elections, offered electoral promises to their voters, which had the effect of worsening the 
FD% and the PD% of the country, with the usual result, observed in many democratic countries. We can 
see it from Table 1: at the transition from Communism to Capitalism all these countries had a PD%=0, 
but now, after some 20 years of democracy, they start to be pretty indebted: Hungary has a PD%=82,6, 
Poland=56,7, Slovenia=45,6, Latvia=44,8.  
Germany is a little bit different, as only part of it was member of the communist system. Now it is hailed 
to be one of the best economies of Europe, even if it is struggling with a PD%=81,5, which is higher than 
most ex-
Social-
Germany
in order to attract voters, even if the PD% figure is already now pretty high, standing above the 60% 
Maastricht limit. 
 
9. Other Reasons for the heavy Indebtedness of some Countries 
The problem of how indebted is a given country is not so easy to solve, as it may appear looking at the 
data exhibited in Table 1. One data is namely the debt presented by a given state, accumulated by selling 
its securities or bonds to domestic and foreign investors and speculators. But there it could be also some 
other kind of debt, about which the state authorities have to take care. The most important could be given 
by the domestic banking system, companies or lower administrative units, which could accumulate huge 
debts for several reasons, which is difficult to comprehend in a listing. If the banks are private companies, 
like it happens normally in the capitalist system, one would consider that if the debt is to high to be 
p
problem, you got the debt and you manage it, like it happened to the private bank Lehmann & Brothers in 
escue. But in Ireland and Spain the opposite happened. 
Some private banks of these countries accumulated huge mortgage debts, turning to the state for help 
when they were not able to manage them. Internal domestic reasons, which is difficult to judge from 
outside, pushed the politicians to rescue them. In such a case private debt transformed in PD%, but the 
country rulers would decide to do to that regard, depending on the relationship between them and the 
governed body of the citizens. It is clear therefore, that the debt figures of Table 1 are not accurate 
scientific measures like found in exact sciences, even if they are treated as such in the literature. The 
differences between the mere state debt and the state debt plus other debts in the state area for a given 
country, could be enormous.  
It is not uncommon that variables of the economic and managerial area of studies are data of this kind: not 
really precise and accurate measures of the phenomena observed. This is one of the reasons for the 
lacking scientific character of the economic and managerial sciences. It exists a branch of studies called 
omic phenomena, which is using pretty sophisticated 
analytical and mathematical methods. But it is questionable if they really work, if the basic variables are 
inaccurate and their size depends on political decisions taken anytime (Lokar, 2010). 
 
10. The Limits of the Maastricht Agreement and the EUROZONE (EZ) effect 
The Maastricht agreement is the one, which codified the conditions needed in order to introduce the 
European common currency, the EURO, and creating the EUROZONE (EZ). To that regard several 
conditions (Maastricht Treaty, 1992) have been asked to comply by the single states candidates to the 
EURO adoption, but the two most important are the limits FD% 3  and PD% 60 , because, as we 
saw, these two figures are the most difficult to maintain in the prone-to-spend democratic circumstances.  
In order to understand better the subject, two cases may be listed: 
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(a) if a country A  
(b) it is a member of a grouping like the EUROZONE (EZ), with a common currency and has to 
take into consideration the points of view and the will of other countries.  
In the first case, the monetary mass of A can be expanded, with the only peril of creating inflation, which 
would reduce the monetary value of the goods and services produced in A. In a situation like the present, 
where many countries, with few exceptions, are struggling to get economic growth, the danger of 
inflation is rather small, if almost non-existent, so that an expansion of the monetary mass is affordable 
with not to much risk. Such kind of policy is called Keynesian (Buchanan, 1997), after the famous 
English economist-
opinion a given state a can solve the problems of maintaining inequality 1 in two ways, one is by reducing 
the cost C, and the other by improving revenues R, either one or the other, or both together. In order to get 
the result (1), therefore, also deficit spending may be useful, i.e., increas
ideas, deficit spending in a situation of low conjuncture would boost the economy, and consequentially 
also state revenues: if people spend and invest more, also the state is going to cash more taxes from the 
expanding activities. As a matter of fact, also the Maastricht agreement permits some deficit spending, 
 
The states with their own currency may solve that way the high borrowing costs, which they would have 
to bear in selling their debt in the form of sovereign securities. For instance, the Federal Reserve (FED), 
the American Central Bank, made the declaration of putting at the disposal of the US federal government 
an amount of money reaching almost 50% of the US GDP, in order to buy the securities emitted by the 
US government. The FED President called the measure, which is, as a matter of fact, very sizeable, 
quantitative easing, or QE, in order to market it better to the public, wrapping it in a friendlier and almost 
scientific naming, pretending to know by means of science what he is doing (Novackova, 2011).  
The cost to sell the US bonds fell immediately to a very low level. International speculation is namely not 
able to challenge such a huge quantitative measure. As a consequence, now, the yields of the US bonds 
are so low, that the government is at present borrowing money on the market for a 0, or even positive 
interest rate, which means that buyers of bonds are paying the US government to get US state securities. 
An ideal situation! The QE measure functions like a deterrent to speculators, so that only a small amount 
of money is really needed for securities marketing. Moreover, it is necessary to keep in mind, that only 
real money introduced into the systems creates inflation. Therefore, it is difficult to envisage negative 
effects of QE. The same measure is adopted by the UK and other states, which own their own currency. 
of some states, like Germany, which do not permit to the European Central Bank (ECB) to apply that kind 
the same existence of the EUROZONE (EZ): 
(a) in first place they fear the effect of inflation, but we saw that at present the probability of 
inflation is low, and 
(b) second, which is probably the real reason for their persistent refusal, the fear that at the end an 
enormous EZ debt would materialize, which Germany and other virtuous EZ members would have to 
repay for all the EZ states. Germans insist therefore that every member of EZ has to reimburse its own 
debt. But this insistence has a perverse effect: the states with a high debt burden are challenged by 
international speculation to pay high interest rates for their debt financing, which is worsening their 
position, pushing down the growth numbers of their economy and so creating a negative economic spiral, 
which is hitting the EZ as a whole.  
In order to counter these assertions two considerations must be made: 
(a) 
EZ would do it in common, everybody with its share and 
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(b) If the QE is used only as a protection wall toward speculation, not much money might be 
effectively used in order to avoid inflation.  
Historically, the Germans are still scared by the enormous inflation they experienced under the Weimar 
republic, which made it possible the coming to power of Hitler. But nowadays the situation is different. 
States move themselves in an international global environment. The adaptation to new circumstances is 
the main sign of intelligence of the human race, as also of every living being. As it was pointed out, QE 
must be in first place declared, but it is not said that it is fully used. It would be used only under attack of 
speculators, as a last resort, to induce them to abandon dangerous speculative actions. But the Germans 
fear, in particular such a declaration. What they would like to do, i.e., bringing to reason the single states 
with a high debt, like Italy, Spain or Greece is important for the saving of the EURO, but is not decisive, 
simply because it is a long- and not short-term measure. Flawed economic systems cannot be restructured 
in the period of some months, it takes years to do it. The Germans fear that if monetary measures like QE 
would be introduced some culprit states would forget their promises of virtuous behaviour and start again 
their trend of nice living without much doing, as they already did after the Maastricht agreement for 
years, which was, to point it out, freely signed by them. Germany and the other virtuous states use 
therefore the present crisis to compel the culprits to do what is asked for.  
If the EZ has to be saved, some kind of QE must be introduced. The restructuring of the spending must 
also be started, if only to show the seriousness of the intention, but with the awareness that the results will 
follow after some time.  
As a matter of fact, some kind of QE, was already introduced: one is the so called ESM (European 
Stability Mechanism, 2012) fund, which may be used to borrow money to the states in distress, but it is 
not yet fully functioning. Moreover, the European Central Bank, ECB, lent money to the European 
banking system in two rounds, at the end of 2011 and at the beginning of 2012 for a very low interest rate. 
The measure was named LTRO, Long Term Refinancing Operation (LTRO, 2012). The banks, which 
obtained this money from the ECB, may lend it further at higher interest rates, if they want to get a profit 
out of it. The most obvious potential clients are the EZ states, but also the local population and business. 
The first move is useful for the financial improvements of the EZ states, the second in order to curb the 
economic conjuncture, which is in turn helping the economic recovery of the single states. 
Something was done by the ECB, but there is doubt if it was enough. It looks like there it is not enough 
daring to take the really decisive measures, similar to those taken by the FED in the US.   
 
11. Conclusion 
In the past nations tried to get advantage by expanding on areas dotted with territorial wealth. Nowadays, 
such advantages are less and less important, because the populations living on the territories demand a 
democratic treatment, a request, which cannot be neglected. To win elections the candidates for 
leadership in democratic environments tend to make promises, requiring spending, bearing on the passive 
side of national balances, provoking deficits and debts. Even ex-communist countries, who started with 
zero debt situations, after the transition into democracy, tended to increase quickly both, spending and 
debts. But a lot of country debt may not appear clearly in national statistics, as it might be hidden in the 
challenging. A commentary to that scarce information situation, regarding several countries, may be, that 
economic knowledge stays far from true scientific accuracy and precision like often pretended, depending 
still very much on political decisions. Sharing the national currency with other nations, like it happens to 
the EUROZONE countries, brings advantages of monetary stability, guarded by the grouping, but also 
problems, as the member states do not dispose of the depreciation lever, offered by their own independent 
mint. The operations in order to clarify the situation must be done by cutting in the flesh of deficits and 
debts, which is rather painful for the population, with the likely effect of depressing the national 
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economy. These phenomena are limits to democracy, which may be treated sometimes, if the elected 
politicians are not able to do it, by discontinuing the democratic process altogether, introducing technical 
governments, in order to put in order the household situation. It happened in Italy, but after some months 
it is still not evident if the trial succeeded, as it takes time to get the results, and it seems now that the 
people who started as technicians are turning themselves in pure blood politicians: the prohibited political 
fruit looks like being pretty attractive, to the contrary of what politicians are pretending.   
 
 
 
                                                          
1 One of the Authors remembers, visiting in 1975 Varna in Bulgaria for a conference, at that time, a member of the Communist 
system, observed in the shops an enormous quantity of egg-plants, as a matter of fact, very nice ones, but they were almost the 
only product which was offered to customers. 
2 The contradiction of the 
 
3 Even in hailed China half of the local companies are still national owned. 
4 It is a popular expression in the Trieste dialect, to show the lower value of somebody in comparison to somebody else. The saying 
derives from the old class society, where people were divided in lords and servants. 
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